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To  the   Legislative  Audit  Committee 
of  the  Montana   State   Legislature: 

This    is    our    financial-compliance    audit    report    on    the    Depart- 
ment    of     Institutions,     Central     Office,     for     the     two     fiscal     years 
ended   June  30,    1986.      Included    in   this   report  are   recommendations 
concerning   the   need   for  adequate  support  documentation,   compliance 
with  applicable  reimbursement  statutes,   and  accounting   issues. 

We    thank    the   director   and    his    staff   for    their    assistance   and 
cooperation. 


Rospectfully   submitted 


Scott  A.    Seacat 
Legislative  Auditor 
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SUMMARY   OF    RECOMMENDATIONS 

This  listing  serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply.  Major 
recommendations  relate  to  adequate  support  documentation,  account- 
ing for  reimbursement  revenue,  and  improving  the  reimbursement 
bureau's  accounting   procedures. 


Recommendation  #1 

The  department  ensure: 

A.  Proper  payment  of  its  allocated 
workers'  compensation  premiums. 

Agency   Response:      Concur.      See  page  26. 

B.  All  expenditures  and  liabilities 
are  recorded   in  the  year  the  cost 
is  incurred. 

Agency   Response:      Concur.      See  page  26, 

Recommendation  #2 

The  department: 

A.  Study  the  cost  of  establishing  a 
system  that  calculates  ancillary 
service  fees  based  on   the  budgeted 
cost  of  services. 

Agency   Response:      Concur.      See  page  26, 

B.  Evaluate  the  need  to  seek   legislation 
to  amend   sections  53-1-401(1)   and 
53-1-405,    MCA. 

Agency   Response:      Do  not  concur.      See  page  26, 

Recommendation  #3 

The  department  periodically   review 
drug   rates  to  ensure  the  rates  billed 
are  current. 

Agency   Response:      Concur.      See  page  26. 

Recommendation  #4 

The  department  ensure  billing   information 
is  accurate  and  complete. 

Agency  Response:      Concur.      See  page  27. 
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SUMMARY   OF   RECOMMENDATIONS    (Continued) 
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Recommendation  #5 

The  department  finalize  the  Manage- 
ment  Information   System  user's  manual.  8 

Agency   Response:      Concur.      See  page  27. 

Recommendation   #6 

The  department  attach  support  documen- 
tation  to  all   SBAS  documents.  10 

Agency   Response:      Concur.      See  page  27. 

Recommendation  #7 

The  department  ensure  analysts' 

procedures  and  duties  are  clearly 

identified  to  prevent  loss  of 

information.  10 

Agency   Response:      Concur.      See  page  27. 

Recommendation   #8 

The  department: 

A.  Record   reimbursement  revenue  in 
the  proper  year  in  accordance 

with   state  policy.  13 

Agency   Response:      Concur.      See  page  28. 

B,  Record   the  federal   boarder   revenue 

as  federal   revenue.  13 

Agency   Response:      Concur.      See  page  28. 

Recommendation  #9 

The  department  comply  with  state  law 
regarding  medical  research  investiga- 
tions for  the  mentally   ill.  13 

Agency   Response:      Partially  concur.      See  page  28. 


GENERAL 

We  performed  a  financial-compliance  audit  of  the  Department 
of  Institutions,  Central  Office,  for  the  two  fiscal  years  ended 
June  30,    1986.      The  objectives  of  our  audit  were  to: 

1)  determine  if  the  department's  financial  schedules  fairly 
present  its  operations,  in  accordance  with  state  account- 
ing  policy,    for  the  two  fiscal   years  ended  June  30,    1986; 

2)  determine  if  the  department  complied  with  applicable  laws 
and   regulations;   and 

3)  make  recommendations  for  the  improvement  of  management 
information  and   internal  controls. 

This  report  contains  nine  recommendations  to  the  department. 
These  recommendations  address  areas  where  the  department  can 
improve  management  controls,  accounting  procedures,  and  compli- 
ance with  laws  and  regulations.  Other  concerns  deemed  not  to 
have  a  significant  effect  on  the  successful  operations  of  the  de- 
partment programs  are  not  specifically  included  in  the  report,  but 
have  been  discussed  with   management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant,  of  implementing  the  recommenda- 
tions made  in  the   report. 

BACKGROUND 

During  the  audit  period  the  Department  of  Institutions, 
Central  Office,  (the  department)  was  responsible  for  overseeing 
the  operations  of  Montana  State  Hospital,  Montana  Veterans'  Home, 
Montana  State  Prison,  Mountain  View  School,  Pine  Hills  School, 
Montana  Developmental  Center,  Montana  Center  for  the  Aged,  Swan 
River  Youth  Forest  Camp,  Eastmont  Human  Services  Center,  Mon- 
tana Youth  Treatment  Center,  and  the  Women's  Correctional  Center. 
The  49th  Legislative  Special  Session,  June  1986,  enacted  Chap- 
ter 14  which  provided  for  discontinuing  the  state  operation  of  the 
Montana  Youth  Treatment  Center  and  authorized  the  sale  of  the 
Billings   facility   to   a   private   health   care   provider.      Ownership  was 


transferred  on  January  1,  1987.  The  department  also  coordinates 
alcohol,  drug,  and  mental  health  treatment  through  local  treatment 
centers. 

The  Department  of  Institutions,  Central  Office,  had 
170.5   full-time  equivalent  employees   in   fiscal   year   1985-86. 

PRIOR  AUDIT    RECOMMENDATIONS 

We  performed  an  audit  of  the  department  for  the  two  fiscal 
years  ended  June  30,  1984.  The  report  contained  eight  recommen- 
dations which  are  still  applicable  to  the  department's  operations. 
The  department  implemented  seven  and  partially  implemented  one. 
The  recommendation  partially  implemented  relates  to  ancillary 
service  fees  as  discussed  on  page  5  of  this   report. 

WORKERS'    COMPENSATION    PREMIUMS 

in  May  1985  the  Division  of  Workers'  Compensation  (DWC) 
raised  its  premium  rates  on  compensation  insurance.  The  various 
state  institutions  did  not  have  the  necessary  funding  to  pay  the 
unanticipated  increase.  As  a  result,  the  department  entered  into 
an  oral  agreement  with  DWC  to  use  experience  modification  factors 
in  computing  the  insurance  premiums  which  were  less  than  the 
newly  issued  modification  factors.  The  department  acknowledged 
the  unrecorded  workers'  comperisation  liability  in  its  management 
representation  letter.  By  using  the  adjusted  modification  factors 
and  the  resulting  rates  to  record  the  premiums  on  compensation 
insurance,  the  various  institutions  understated  expenditures  and 
liabilities  for  fiscal  year  1985-86  by  approximately  $623,000.  In 
addition,  if  the  institutions  had  properly  recorded  this  expenditure 
they  could  have  overspent  their  appropriation  authority  for  fiscal 
year  1985-86.  Department  officials  indicated  that  as  of  September 
1986,  the  liability  for  the  various  institutions  and  the  department 
was  approximately  $799,000  and  is  projected  to  be  $1.8  million  by 
June  30,  1987.  The  department  intends  to  seek  supplemental 
appropriation  authority  to  pay  the  increased  workers'  compensation 
premiums. 


The  department  and  the  institutions  did  not  comply  with  the 
law  [section  17-1-102(4),  MCA]  which  requires  them  to  record  all 
liabilities  and  expenditures  on  their  financial  records  in  accordance 
with  procedures  prescribed  by  the  Department  of  Administration. 
The  Department  of  Administration  has  prescribed  procedures  for 
recording  liabilities  and  expenditures  which  are  explained  in  the 
Montana  Operations  Manual. 

This  issue  is  being  addressed  in  this  report  because  the 
department  entered  into  the  agreement  with  the  DWC  on  behalf  of 
the  institutions.  The  department  should  have  had  each  institution 
obtain  a  budget  amendment  and  record  the  expenditure  and  liabil- 
ity. Such  a  budget  amendment  would  have  qualified  as  an  emer- 
gency under  state  law  which  allows  transfer  of  appropriation 
authority  from  the  second  year  of  a  biennium  to  the  first  year.  A 
department  official  indicated  that  because  DWC  did  not  provide  the 
department  with  the  necessary  information  to  accurately  budget  for 
the  DWC  insurance  rate  increases,  it  was  not  possible  for  the 
department  to  accurately  budget  for  DWC  insurance  premiums  in 
fiscal  years  1985-86  and  1986-87.  This  issue  will  be  addressed  to 
the  DWC  in  the  current  biennial  audit  of  the  Department  of  Labor 
and    Industry. 

RECOMMENDATION    #1 


WE   RECOMMEND   THE   DEPARTMENT   ENSURE: 

A.  PROPER      PAYMENT      OF      ITS      ALLOCATED      WORKERS' 
COMPENSATION    PREMIUMS. 

B.  ALL    EXPENDITURES    AND    LIABILITIES    ARE    RECORDED 
IN   THE   YEAR  THE   COST    IS    INCURRED. 


REIMBURSEMENTS 
Background 

State    law    requires   the   department   to   collect   and    process    per 
diem    and    ancillary    payments    for    the    care    of    residents.       During 


fiscal   year   1985-86,    the   department  collected   the   following   amounts 
for  services   rendered  at  the  various  institutions. 

Institution  Collections 

Montana   State   Hospital  $   2,319,498 

Montana  Developmental   Center  8,654,104 

Montana  Veterans'    Home  1,377,697 

Montana  Center   for    the   Aged  1,789,050 

Eastmont   Human   Services   Center  1,497,369 

Montana  Youth   Treatment   Center  86,136 

Mountain  View  School  21 ,2\b 

Total  $15,751.070 


The  individual  institutions  record  resident  ancillary  services, 
drug  charges,  level  of  care  and  days  of  residency  on  various 
forms.  These  forms  are  sent  to  the  department  in  Helena  where 
personnel  enter  the  information  into  their  Management  Information 
System.  Once  a  month  the  system  sorts  the  services  by  resident, 
reports  a  rate  per  unit  for  the  service,  computes  the  price  of  each 
service,  and  prints  an  itemized  statement  of  charges  for  each 
resident. 

Department  personnel  review  the  monthly  statements  and 
determine  which  responsible  party  to  bill  for  which  services  based 
on  available  third-party  resources  {e.g.,  Medicaid,  Medicare,  and 
insurance  coverage)  and  the  resident's  or  financially  responsible 
person's  ability  to  pay.  Billings  are  prepared  for  each  resident 
and   sent  to  responsible  parties. 

The  department's  system  tracks  services  billed  and  payments 
received  and  provides  account  receivable  information  by  resident. 
The  department  maintains  four  ledger  types:  Medicare,  private 
insurance,    resident  or   financially   responsible   party,    and   Medicaid. 


When  a  resource  denies  payment,  the  unpaid  services  are  removed 
from  that  party's  ledger  and  entered  on  the  next  party's  ledger 
until  all  eligible  sources  are  billed. 

The  following  five  sections  discuss  problem  areas  we  identified 
in  the  reimbursements  function  during  our  audit. 

Ancillary  Service   Fees 

Sections  53-1-401(1)  and  53-1-405,  MCA,  require  the  depart- 
ment to  establish  ancillary  service  fees  based  upon  the  budgeted 
cost  of  services.  Department  officials  indicated  that  because 
sufficient  budgeted  cost  data  is  not  available  on  the  Statewide 
Budgeting  and  Accounting  System  (SBAS),  they  establish  service 
fees  based  upon  the  maximum  amount  Medicaid  will  pay  for  the 
services,  rather  than  the  budgeted  cost  as  required  by  law.  For 
those  services  for  which  Medicaid  has  not  established  an  allowable 
rate  the  department  sets  the  fee  based  on  fees  charged  by  other 
organizations  for  similar  services. 

It  was  not  practical  for  us  to  calculate  the  amount  of  revenue 
the  state  lost  because  the  department  has  not  established  service 
costs  based  on  historical  experience.  Establishing  fees  based  on 
the  budgeted  cost  of  services,  as  required  by  law,  would  maximize 
reimbursement  revenue.  This  issue  has  been  addressed  in  the  last 
two  audits  of  the  department. 

Department  officials  indicated  they  do  not  have  the  cost 
accounting  capability  or  resources  at  the  department  to  develop  a 
system  that  will  more  closely  represent  budgeted  costs.  The 
department  should  evaluate  the  cost-benefit  of  setting  up  a  system 
to  charge  service  fees  based  upon  budgeted  cost  of  services. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT: 

A.   STUDY  THE  COST  OF  ESTABLISHING  A  SYSTEM  THAT 

CALCULATES  ANCILLARY  SERVICE  FEES  BASED  ON 

THE  BUDGETED  COST  OF  SERVICES. 


B.       EVALUATE      THE      NEED      TO      SEEK      LEGISLATION      TO 
AMEND   SECTIONS   53-1-401(1)   and   53-1-405,   MCA. 

Drug   Rates 

Drugs  provided  to  residents  at  the  various  institutions  are 
billed  to  residents  based  on  cost  plus  dispensing  fee.  Billing  is 
completed  by  the  department  from  information  supplied  by  the 
individual  institutions.  When  drug  prices  change,  the  institutions 
are  to  notify  the  department  of  those  changes  so  the  new  costs  can 
be  entered  into  the  computer  for  billing  purposes.  We  tested  a 
sample  of  thirty  ancillary  charges  to  ensure  proper  rates  were 
charged.  Of  the  thirty  sample  items  tested,  seventeen  were  drug 
charges  and  two  of  these  had  incorrect  drug  rates.  The  drug 
charges  had  not  changed  since  1983  according  to  the  department's 
records.  However,  based  on  discussions  with  pharmacists  at  two 
institutions,  these  drug  rates  were  not  correct.  Although  the 
noted  errors  did  not  result  in  a  material  misstatement,  the  poten- 
tial exists   for  greater  error. 

Department  officials  said  they  have  requested  each  institution 
to  notify  them  immediately  if  there  is  a  change  in  an  ancillary 
charge.  The  department  then  makes  any  necessary  changes  to  the 
billing  system.  Because  the  department  is  responsible  for  the 
billing,  procedures  should  be  established  to  ensure  the  drug  price 
table  reflects  the  most  recent  price  paid  for  the  drug.  The  de- 
partment could  periodically  confirm  drug  rates,  that  have  not 
changed   within  a  year  with  the  applicable  institutions. 

RECOMMENDATION   #3 

WE  RECOMMEND  THE  DEPARTMENT  PERIODICALLY  REVIEW 
DRUG  RATES  TO  ENSURE  THE  RATES  BILLED  ARE  CUR- 
RENT. 


Input  Errors 

Each  institution  sends  service  slips  and  status  documents  to 
the  department's  Reimbursement  Bureau  informing  them  of  the 
ancillary  services  and  per  diem  care  provided  to  residents.  The 
information  is  input  into  the  Management  Information  System  by 
department  personnel.  V\/e  noted  three  instances  out  of  thirty-six 
tested  where  input  errors  occurred.  In  one  instance  an  incorrect 
quantity  was  input.  In  the  other  two  instances,  the  services  were 
not  entered  onto  the  system  at  all.  Department  officials  indicated 
several  reasons  for  the  errors  such  as  inputting  from  the  wrong 
column,    high  turnover  for  data  entry  employees  and   human  error. 

The  input  errors  result  in  potential  lost  revenue  or  over- 
charging patient  resources.  We  did  not  determine  the  entire 
misstatement  due  to  input  errors  because  it  was  not  cost  effective 
to  redetermine  this  historical  information  as  part  of  the  audit 
process.  The  department  could  use  batch  totals  to  help  ensure 
accurate  input.  Batch  totals  would  provide  additional  assurance 
input  documents  received  from  the  various  institutions  were  all 
entered  on  the  system.  According  to  department  officials,  imple- 
menting a  "batch  total"  check  would  require  revision  of  the 
system.  However,  the  one-time  cost  of  revising  the  system  will 
help  maximize  future   revenues. 

RECOMMENDATION   #n 

WE    RECOMMEND    THE    DEPARTMENT    ENSURE    BILLING    INFOR- 
MATION   IS  ACCURATE  AND   COMPLETE. 


Computer  System 

The  department's  Reimbursement  Bureau  converted  to  a  new 
computer  system  in  fiscal  year  1985-86.  The  bureau  did  not 
process  any  claims  in  fiscal  year  1985-86  until  the  new  system  was 
fully  operational  in  January  1986.  We  estimated  the  state  lost 
approximately     $175,000     of     interest     during      fiscal      year     1985-86 


because  approximately  $1,000,000  of  collections  each  month  were 
delayed   for  up  to  six  months. 

Money  should  be  collected  as  soon  as  possible  to  pay  for 
related  expenditures.  Department  officials  indicated  they  were 
aware  of  this  situation.  They  said  designing  the  system  took 
longer  than  anticipated. 

This  point  is  being  made  for  disclosure  purposes  only  as  the 
department  could  not,  at  this  time,  take  positive  action  on  any 
recommendations  we  might  make.  We  will  follow  up  on  timely 
processing  of  reimbursement  claims  in  our  subsequent  audit. 

Reimbursements   User's  Manual 

The  department's  Reimbursement  Bureau  has  compiled  a 
reimbursements  data  processing  user's  manual  for  the  Management 
Information  System.  However,  the  manual  has  not  been  finalized 
and  changes  have  occurred  since  the  manual  was  originally  com- 
piled. V/ithout  a  user's  manual  documenting  procedures  to  be 
followed,  it  would  be  difficult  or  impossible  to  operate  the  system 
efficiently  if  key  employees  leave.  In  addition,  a  user's  manual 
would  provide  easy  access  to  information  on  the  Management  Infor- 
mation System  in  case  of  breakdown  or  for  training  of  new  em- 
ployees. 

A  department  official  indicated  that  the  manual  currently  is  in 
"rough"  form.  The  department,  however,  is  considering  the 
feasibility  of  transferring  the  data  input  function  to  the  various 
institutions.  The  official  said  until  the  department  decides  when 
the  individual  institutions  will  start  doing  the  entering  of  resident 
services  information,  the  user's  manual  has  been  put  on  hold. 
The  official  said  they  do  not  have  the  time  to  revise  and  finalize  it 
now. 

RECOMMENDATION    #5 

WE    RECOMMEND    THE    DEPARTMENT    FINALIZE    THE    MANAGE- 
MENT   INFORMATION    SYSTEM   USER'S   MANUAL, 


SUPPORT   DOCUMENTATION 

The  department  prepared  numerous  documents,  without  sup- 
port documentation  attached,  to  make  entries  to  SB  AS.  Support 
documentation  is  necessary  to  substantiate  the  propriety  of  the 
entries.  Examples  of  transactions  without  support  documentation 
attached   include  the  following: 

1.  In  determining  the  reasonableness  of  Alcohol  and  Drug 
Program  revenue  and  expenditure  amounts  recorded  on 
SBAS,  we  noted  several  problems.  The  documents 
recording  entries  on  SBAS,  the  federal  grant  reports, 
transfers  between  block  grants,  and  the  contract 
amounts  for  the  earmarked  alcohol  funds  to  be  distri- 
buted to  the  counties  were  without  support  documenta- 
tion attached. 

2.  The  1985-86  accrual  of  reimbursement  revenue  for  each 
institution  was  based  on  unpaid  and  unbilled  claims. 
The  reimbursement  clerks  totaled  the  unpaid  claims  (kept 
in  a  file)  for  June  30,  1986.  However,  once  these  claims 
were  paid  they  were  then  filed  elsewhere  leaving  the 
June  30,    1986  accrual   unsupported. 

3.  The  reimbursement  clerks  manually  determined  the 
amount  of  money  collected  in  fiscal  year  1985-86  related 
to  fiscal  year  1984-85  services.  The  support  used  to 
determine  the  amount  of  actual  collections  for  Medicare, 
Medicaid,   and   insurance  was  not  kept. 

4.  The  department  sometimes  makes  entries  to  the  individual 
institutions'  accounting  records  on  their  behalf.  Based 
on  audit  work  done  at  the  various  institutions,  we 
determined  the  entries  made  by  the  department  to  each 
institution's  accounting  records  (SBAS)  often  did  not 
have  support  documentation  attached. 

The  department  was  able  to  recreate  information  for  audit 
purposes  but  this  does  not  remove  the  need  to  attach  adequate 
support  to  the  document.  Adequate  support  provides  an  audit 
trail  and  support  for  the  reasonableness  of  the  transaction.  As 
time  passes,  it  becomes  increasingly  difficult  for  the  department  to 
recreate  information  supporting  the  reasonableness  of  its  financial 
activity.  Management  Memo  2-79-8  states  "every  SBAS  document  in 
the    agency's    file    shall    be    properly    and    adequately    supported." 


Department  officials  inave  indicated  tliey  plan  to  take  the  necessary 
steps  to  ensure  SBAS  documents  are  adequately  supported  in  the 
future. 

RECOMMENDATION    #6 

WE      RECOMMEND      THE      DEPARTMENT      ATTACH      SUPPORT 

DOCUMENTATION   TO  ALL  SBAS  DOCUMENTS. 


ACCOUNTING    ISSUES 

The  following  issues  relate  to  problems  found  relating  to 
department  accounting  procedures  and  noncompliance  with  state 
policy. 

Accounting   Procedures 

There  are  two  block  grant  analysts  at  the  department.  The 
analysts  each  have  their  own  recordkeeping  system,  and  prepare 
their  own  documents  and  support  documentation.  The  analyst  who 
was  responsible  for  the  Alcohol  and  Drug  Block  Grant  activity 
during  the  two  fiscal  years  under  audit  was  no  longer  employed  at 
the  department  during  our  audit.  As  noted  in  the  previous  report 
section,  department  personnel  were  unable  to  find  the  original 
support  for  that  analyst's  SBAS  entries  and  were  not  sure  of  the 
analyst's  procedures.  Recreating  support  for  these  transactions 
required  excess  hours  and  resources.  The  accounting  procedures 
should  be  documented  and  transactions  supported  to  ensure  an 
adequate  audit  trail.  Also,  analysts'  procedures  and  duties  should 
be  clearly  identified  in  the  event  they  must  be  performed  by 
someone  else. 

RECOMMENDATION    #7 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  ANALYSTS' 
PROCEDURES  AND  DUTIES  ARE  CLEARLY  IDENTIFIED  TO 
PREVENT    LOSS   OF    INFORMATION. 
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Accounting    Records 

Reimbursement  Accounting 

1.  The  Reimbursement  Bureau  does  the  accounting  entries  relat- 
ing to  reimbursements  revenue  for  the  various  institutions. 
The  institutions  often  have  estate  receivables  outstanding  at 
the  end  of  the  fiscal  year.  In  fiscal  year  1985-86,  the  de- 
partment accrued  the  revenue  for  the  entire  outstanding 
estate  receivable.  Management  Memo  2-86-4  requires  revenue 
be  accrued  when  measurable  and  available  to  pay  liabilities  of 
the  current  period.  Based  on  past  experience,  the  estate 
receivable  has  not  been  collected  in  time  to  pay  liabilities  of 
the  current  period.  As  a  result,  revenue  was  overstated  and 
deferred  revenue  understated  at  the  various  institutions  for 
the  amount  of  the  estate  receivable.  Department  officials 
indicated  that  they  accrued  the  estate  receivable  since  state 
policy  changed  for  fiscal  year  1985-86  and  no  longer  required 
collection  within  60  days  of  year-end.  The  department  should 
accrue  the  estate  receivable  if  it  is  assured  the  revenue  will 
be  received   in  time  to  pay  liabilities  of  the  current  period, 

2.  In  fiscal  year  1985-86,  the  department  incorrectly  reversed 
the  fiscal  year  1984-85  deferral  of  the  estate  receivable.  As 
a  result,  prior  year  revenue  adjustment  was  understated  and 
deferred  revenue  overstated  in  fiscal  year  1985-86  at  various 
institutions. 

3.  The  Reimbursement  Bureau  estimates  the  outstanding  reim- 
bursements receivable  at  June  30,  1986,  for  each  institution. 
The  bureau  did  not  include  the  May  billing  for  Eastmont  in 
the  estimate  for  the  June  30,  1986,  receivable.  The  reim- 
bursements revenue  sent  from  Eastmont  for  services  rendered 
to  residents  in  May  was  sent  after  June  30,  1986,  and  was 
incorrectly  coded  as  fiscal  year  1986-87  revenue  by  the 
department. 

4.  The  Reimbursement  Bureau  recorded  receivables  at  June  30, 
1985,  for  those  services  provided  for  which  payment  had  not 
been  received.  A  corresponding  amount  of  revenue  was 
recognized.  However,  under  state  accounting  policies  in 
effect  during  fiscal  year  1984-85,  only  that  portion  of  the 
receivable  expected  to  be  collected  within  60  days  of  fiscal 
year-end  should  have  been  recognized  as  revenue.  The 
balance  should  have  been  deferred.  We  also  noted  an  in- 
stance where  revenue  was  deferred  but  should  have  been 
recognized. 


The  above  errors   resulted   in   the  following   General  and  Special 
Revenue  Fund  misstatements  for  the  various  institutions. 
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Institution       Fund  Account 

Accounts  Receivable 

Revenue 

Deferred  Revenue 

General   Revenue 

Deferred  Revenue 
Prior  Year  Revenue 
Adjustments 

General   Revenue 

Deferred  Revenue 
Prior  Year  Revenue 
Adjustments 


Eastmont  Human    General 
Services  Center 


Center  for  the 
Aged 


Montana  State 
Hospital 


Amount  (Under)Overstated 

Fiscal  Year  Fiscal  Year 

1985-86      1984-85 

$(13,793) 
(13,793)    $  21,252 
(21,252) 

74,523       29,509 
(16,349)     (29,509) 

(58,174) 

68,356      134,382 
(57,445)    (134,382) 

(10,911) 


Montana  Develop- 
mental Center 


Special 
Revenue 


General 


Montana  Veterans'      General 
Home 


Revenue 
Deferred 

Revenue 

17,926 
(17,926) 

Revenue 
Deferred 

Revenue 

341,954 
(341,954) 

Revenue 
Deferred 

Revenue 

8, 
(8, 

,326 
,326) 

Federal   Revenue 

The  department  receives  federal  money  for  housing  federal 
prisoners  at  the  men's  and  women's  life  skill  centers  in 
Missoula  and  Billings.  This  federal  boarder  money  was  re- 
corded in  the  General  Fund  using  a  revenue  code  which  rolled 
into  the  reimbursement  revenue  class  in  fiscal  year  1984-85. 
In  fiscal  year  1985-86,  the  revenue  code  used  rolled  into  the 
charges  for  services  revenue  class.  State  policy  requires 
that  revenue  received  directly  from  the  federal  government 
that  would  be  considered  a  charge  for  services  be  recorded  in 
the  federal  revenue  class  series.  As  a  result,  reimbursement 
and  charges  for  services  revenue  was  overstated  in  the 
General  Fund  in  fiscal  year  1984-85  and  1985-86  by  $17,388 
and  $45,120,  respectively.  Federal  revenue  was  understated 
by  the  same  amounts.  A  department  official  indicated  that 
when  Department  of  Administration,  Accounting  Division, 
reclassified  state  revenue  sources,  the  department  changed 
the  reimbursement  revenue  classification  to  charges  for  ser- 
vices. The  official  said  the  department  did  not  realize  the 
need  to  classify  the  revenue  discussed  above  as  federal 
revenue. 
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RECOMf\/;ENDATION    #8 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  RECORD     REIMBURSEMENT     REVENUE     IN     THE     PROPER 
YEAR    IN   ACCORDANCE  WITH    STATE   POLICY. 

B.  RECORD       THE        FEDERAL       BOARDER        REVENUE       AS 
FEDERAL   REVENUE. 


MEDICAL   RESEARCH 

Section  53-21-202(3),  MCA,  indicates  the  department  shall 
make  scientific  and  medical  research  investigations  relative  to  the 
incidence,  cause,  prevention,  treatment,  and  care  of  the  mentally 
ill.  Currently,  the  department  is  not  performing  research  inves- 
tigations for  the  mentally  ill.  A  department  official  indicated  the 
department  does  not  have  the   resources  to  perform  such   research. 

RECOMMENDATION   #9 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE 
LAW  REGARDING  MEDICAL  RESEARCH  INVESTIGATIONS  FOR 
THE  MENTALLY    ILL. 
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AUDITOR'S  OPINION    LETTER 
AND  AGENCY    FINANCIAL  SCHEDULES 


SUMMARY   OF  AUDIT  OPINION 

The  auditor's  opinion  issued  in  this  report  is  intended  to 
convey  to  the  reader  of  the  financial  schedules  the  degree  of 
reliance  that  can  be  placed  on  the  amounts  presented.  The  finan- 
cial schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments  for  errors  noted 
during  the  audit. 

The  unqualified  opinion  on  the  schedules  presented  means 
that  the  schedules  are  fairly  stated  in  all  material  respects  and 
that  the  user  can   rely  on  the  information   presented. 


STATE  OF  MONTANA 


SCOTT  A.  SEACAT 

LEGISLATIVE  AUDITOR 


Mfitt  ixl  tht  'ft^hinii'txt  ^nbiiax 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS; 
JAMES  GILLETT 

FINANCIAL  COMPLIANCE  AUDITS 

JIM  PELLEGRINI 

PERFORMANCE  AUDITS 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  financial  schedules  of  the  Department  of 
Institutions,  Central  Office,  for  each  of  the  two  fiscal  years  ended 
June  30,  1985,  and  1986,  as  shown  on  pages  15  through  24.  Our 
examination  was  made  in  accordance  with  generally  accepted  audi- 
ting standards  and,  accordingly,  included  such  tests  of  the  ac- 
counting records  and  such  other  auditing  procedures  as  we  con- 
sidered  necessary   in  the  circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the  depart- 
ment's financial  schedules  are  prepared  in  accordance  with  state 
accounting  policy.  Accordingly,  the  accompanying  financial  sched- 
ules are  not  intended  to  present  financial  position  and  results  of 
operations  in  conformity  with  generally  accepted  accounting  princi- 
ples. 

In  our  opinion,  the  financial  schedules  referred  to  above 
present  fairly  the  results  of  operations  and  changes  in  fund  bal- 
ances of  the  Department  of  Institutions,  Central  Office,  for  the 
fiscal  years  ending  June  30,  1985,  and  1986,  in  conformity  with 
the  basis  of  accounting  described  in  Note  1  ,  which  has  been 
applied  on  a  consistent  basis. 

Respectfully   submitted. 


jiJiiSOS 


JSmes  Gillett,    CPA 
Deputy   Legislative  Auditor 


December  5,    1986 
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DEPARTMENT  OF  INSTITUTIONS,  CENTRAL  OFFICE 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TVIO  FISCAL  YEARS  ENDED  JUNE  30,  1986 

Special    Internal 
Revenue    Service   Nonexpendable 
General  Fund     Fund        Fund     Trust  Fund 

FUND  BALANCE:  July  1,  198A         $      -Q-    $   426, 50A   $  44,906    $2,430,011 

ADDITIONS 

Fiscal  Year  1984-85 

Budgeted  Revenue  2,736,508 

Nonbudgeted  Revenue  45,603  432 

Cash  Transfer  2,228,806    (14,876)      510,815 

Prior  Year  Revenue  (7,020) 

Prior  Year  Revenue  Adjustments         34,582     (127,580) 

Support  From  State  of  Montana      10,690,339 
Fiscal  Year  1985-86 

Budgeted  Revenue  2,438,087 

Nonbudgeted  Revenue  81,909    1,631,874 

Prior  Year  Revenue  3,103 

Prior  Year  Revenue  Adjustments  8,254  270 

Support  From  State  of  Montana      10,888,027 


Total  Additions  21,748,714    8,904,480    (14,876)      510,815 

REDUCTIONS 

Fiscal  Year  1984-85 

Budgeted  Expenditures 

Prior  Year  Expenditure  Adjustments      ., —        ,_,._, 

Direct  Entries  to  Fund  Balance  2,430,011^ 

Fiscal  Year  1985-86 

Budgeted  Expenditures 

Nonbudgeted  Expenditures 

Prior  Year  Expenditure  Adjustments 

Prior  Year  Expenditures 

Direct  Entries  to  Fund  Balance     230.572    30,030        510,815^ 

Total  Reductions  21,748,714    9,057,612    30,030      2,940,826 

FUND  BALANCE:  June  30,  1986        $ -0-    $   273.372   $   -0-      $ z^ 

^See  footnote  7. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  20  through  24. 


10,764,365 

4,510,027 

6,159 

(6,664) 

10,953,878 

4,323,423 

6,613 

17,699 

322 
(68) 

230,572 
9,057,612 

30,030 

21,748,714 

30,030 

-0- 

$  273.372 

$   -0- 
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DEPARTMENT  OF  INSTITUTIONS,  CENTRAL  OFFICE 

SCHEDULE  OF  BUDGETED  REVENUE  -  ESTIMATE  &  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1986 


Grants, Gifts    Federal 
5i  Donations   Assistance 


Total 


Fiscal  Year  1985-86 

-i» 

SPECIAL  REVENUE  FUND 

Estimated  Revenue 
Actual  Revenue 
Collections  Over 

$2,845 
3,332 

$ 

3,217,136 
2,434,755 

$ 

3,219,981 
2,438,087 

(Under)  Estimate 

$  487 

K 

(782.381) 

K 

(781.894 

Fiscal  Year  1984-85 

SPECIAL  REVENUE  FUND 

Estimated  Revenue 
Actual  Revenue 
Collections  Over 

$3,074 
2,240 

$ 

3,754,868 
2,734,268 

$ 

3,757,942 
2,736,508 

(Under)  Estimate 

$  (834) 

H 

1,020.600) 

$(1,021,434: 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Account- 
ing System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  20  through  24. 
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DEPARTMENT  OF  INSTITUTIONS,  CENTRAL  OFFICE 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1986 


Director 


Management  Alcohol  & 
Services   Drug  Abuse 
Division    Division  Corrections 


Women ' s 
Correctional 


PERSONAL  SERVICES 

Salaries 

$287,705 

$558,455   i 

;   217,874 

$1: 

,732,037 

$394,236 

Employee  Benefits 

52,017 

116,848 

43,711 

370,970 

95,928 

Total 

339,722 

675,303 

261,585 

2^ 

,103,007 

490,164 

OPERATING  EXPENSES 

Contracted  Services 

3,469 

24,462 

52,806 

1; 

,143,600 

29,012 

Supplies  &  Materials 

5,291 

15,209 

3,699 

165,290 

70,045 

Communicat  ions 

12,A02 

33,814 

11,068 

120,492 

7,369 

Travel 

8,594 

7,148 

15,571 

36,211 

2,082 

Rent 

8,9A6 

38,843 

14,832 

176,389 

10,500 

Utilities 

47,243 

26,384 

Repair  &  Maintenance 

898 

20,675 

4,994 

38,855 

6,846 

Other  Expenses 

1,693 

537 

3,076 

19,817 

24,623 

Total 

41,293 

140,688 

106,046 

I, 

,747,897 

176,861 

Correction' s 
Medical 
Budget 


$   848,214 


848,214 


MH  &  Res. 

Services 

Admin. 

$   145,597 

26,617 

172,214 


71,467 


Total 

$  3,335,904 

706,091 

4,041,995 


40,627 

2,142,190 

1,857 

261,391 

8,619 

193,764 

13,608 

83,214 

5,230 

254,740 

73,627 

955 

73,223 

571 

50,317 

3,132,466 


EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment  766 

Total  766 


721 


721 


3,562 


3,562 


3,943 


3,943 


476 


476 


9,468 


9.468 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


1,574,708 
1,574.708 


1,574,708 
1,574,708 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 

DEBT  SERVICE 
Leases 
Total 


62,421 
62,421 


215,200 
1,024,515 
1,239,715 


2,727 


2,727 


TOTAL  PROGRAM  EXPENDITURES   $381.781    $879.133   $3.185.616   $3.857.574 


791 


791 


3,853,852 
1,359,158 
5,213,010 


$667.816    $   848.214   $5.457.167 


4, 

'^1 

,069, 
.383, 

,052 
,673 

6, 

.452, 

,725 

65, 

,939 

65, 

,939 

$15, 

,277, 

,301 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$385,161 

381,781 

$   3.380 


$905,697  $  215,200 

875,935     215,200 

$  29.762   $ g 


$4,006,293 

3,854.185 

$   152.108 


$682,424 

667,816 

$  14.608 


$1,221,947 

848.214 

$  373.733 


$4,112,868 

4,110,747 

$    2.121 


$11,529,590 

10,953.878 

$   575.712 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


6,965 
3,198 


$3,357,856 
2.970,416 


$   3.767   $_ 


387.440 


3,539 
3,389 


150 


$1,349,193 

1,346,420 

$    2.773 


$  4,717,553 

4,323,423 

$    394.130 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  Syst 
to  the  financial  schedules  on  pages  20  through  24. 


em. 


Additional  information  is  provided  in  the  notes 
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DEPARTMENT  OF  INSTITUTIONS,  CENTRAL  OFFICE 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1985 


PERSONAL  SERVICES 
Salaries 

Employee  Benefits 
Total 


Director 

$276,394 

49,897 

326,291 


Management 
Services 
Division 

$  562,438 
115,688 
678,126 


Alcohol 

&  Drug 

Abuse  Division 

$   224,562 
44,473 


269,035 


Co: 

rrections 

$1 

,712^ 

360; 

,377 
,463 

2 

,072 

,840 

Women  '  s 
Correctional 

$357,021 

82,987 

440,008 


Correction ' s 
Medical 
Budget 

$  69.128 

9,421 

78,549 


MH  &  Res. 

Services 

Administration 

$146,651 

26,516 

173,167 


Total 

3,348,571 

689,445 

4,038,016 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Total 


2,950 

94,296 

31,695 

1,045,656 

31,448 

5,881 

15,640 

3,461 

173.706 

69,159 

11,309 

30.215 

11,699 

131 .598 

10,036 

6,410 

8,048 

13,445 

40,907 

6,033 

8,954 

29,484 

10,561 

182,306 
42,813 

11,574 
22,616 

1,261 

7,223 

931 

31,468 

5,799 

1,885 

3,944 

1,631 

45,817 

22,373 

664,589 


38,650 


EQUIPMENT  AND  INTANGIBLE  ASSET 
Equipment  4 , 256 

Total  4,256 


CAPITAL  OUTLAY 
Buildings 
Total 

LOCAL  ASSISTANCE 
From  State  Sources 
Total 


2,000 


2,000 


188,850 


113,767 
113,767 


11,893 
11.893 


73; 

,423 

5; 

,688 

5; 

,688 

2; 

,000 

2; 

,000 

1,483; 

,350 

1.483; 

,350 

1,694; 

,271 

88; 

,840 

88; 

,840 

2; 

,000 

2 , 

,000 

179.038 


17.906 
17.906 


664,589 


21,814 

1,892,448 

1,827 

269,674 

7,697 

202,554 

7,13] 

81,974 

5,279 

248,158 

65,429 

1,968 

48,650 

1,271 

76,921 

46, 

,987 

10; 

,825 

10; 

,825 

2; 

,000 

2; 

,000 

2 

,885, 

,808 

241, 

,282 

241, 

,282 

19; 

,893 

19; 

,893 

1 

,483 

,350 

1 

,483; 

,350 

GRANTS 
From  State  Sources 
From  Federal  Sources 
Total 


230,925 
1.093.154 
1,324,079 


3,901,071 
1.380.893 
5.281,964 


4,131,996 
2,474.047 
6.606,043 


TOTAL  PROGRAM  EXPENDITURES  $371,197 


GENERAL  FUND 


$  992,636 


$3,157,575 


$3,857,951 


$636,952 


$743,138 


$5,514,943 


INTERNAL  SERVICE  FUND 

Budgeted  $33,632 

Actual  -0- 

Unspent  Budget  Authority  $33,632 


$15,274,392 


Budgeted 

Actual 

Unspent  Budget  Authority 

$383,513 

371,197 

$  12,316 

$1,007,619 

992,636 

$    14,983 

$   230,925 
230.925 
$    -0- 

$3, 
3, 

$ 

,937,545 

,855,637 

81,908 

$752,207 

636,952 

$115,255 

$743,163 

743,138 

$     25 

$3,956,924 

3,933,880 

$   23,044 

$11,011,896 
10,764,365 

$   247,531 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

$3,305,486 

2,926.650 

$   378,836 

$ 
$~ 

3,074 

2,314 

760 

$1,591,980 

1,581,063 

$    10,917 

$  4,900,540 

4,510,027 

$   390,513 

'|-    33,632 

-0- 

$    33,632 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
financial  schedules  on  pages  20  through  24. 


Additional  information  is  provided  in  the  notes  to  the 
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DEPARTMENT  OF  INSTITUTIONS.  CENTRAL  OFFICE 

SCHEDULE  OF  AGENCY  FUND  RECEIPTS  AND  DISBURSEMENTS 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1986 


FUND  BALANCE:   July  1,  1984 


$    (5,642) 


ADDITIONS: 
Budgeted  Receipts 
Direct  Entry  to  Fund  Balance 
Total  Additions 

DEDUCTIONS: 
Budgeted  Disbursements 
Total  Deductions 


1,830,272 

5,642 

1,835,914 


1,830,272 
1,830,272 


FUND  BALANCE:   June  30,  1985 

ADDITIONS: 
Budgeted  Receipts 
Total  Additions 

DEDUCTIONS: 
Budgeted  Disbursements 
Total  Deductions 

FUND  BALANCE:   June  30,  1986 


-0- 


1,773,782 
1,773,782 


1,773,782 
1,773,782 


-0- 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Account- 
ing System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  20  through  24. 
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DEPARTMENT   OF   INSTITUTIONS,    CENTRAL  OFFICE 

NOTES  TO   THE   FINANCIAL  SCHEDULES 
FOR   THE   TWO    FISCAL  YEARS   ENDED   JUNE   30,    1986 

1.      SUMMARY   OF  SIGNIFICANT   ACCOUNTING   POLICIES 
Basis  of  Accounting 

The  state  of  Montana  uses  the  modified  accrual  basis  of 
accounting  for  the  General,  Special  Revenue,  and  Agency  Funds, 
which   is  described   in   the  Montana  Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obli- 
gation exists  when  the  related  liability  is  incurred  except  for  the 
following  items  which  are  also  considered  valid  obligations  under 
state  accounting   policy. 

—  If  the  appropriation  provided  funds  to  complete  a  given 
project,  the  entire  amount  of  a  service  contract  may  be 
accrued  even  though  the  services  are  rendered  in  fiscal  years 
subsequent  to  the  fiscal  year  in  which  the  expenditure  is 
accrued. 

— The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in  which  budgeted. 

— Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year  in  which   the  anticipated  expenditure  is  to  be  accrued. 

Revenues  under  the  modified  accrual  basis  of  accounting  are 
recognized  when  measurable  and  available.  "Available"  means  the 
revenue  will  be  received  soon  enough  to  pay  the  liabilities  of  the 
current  period. 

The  department  uses  the  accrual  basis  of  accounting  for  the 
Internal  Service  and  Nonexpendable  Trust  Funds.  Under  this 
basis,  expenses  are  recognized  when  incurred  and  revenue  is 
recognized  when  earned. 
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Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  without  adjustments. 
Accounts  are  organized  on  the  basis  of  funds  according  to  state 
law.      The  following   fund   types  are   used   by   the  department; 

General  -  accounts  for  all  financial  resources  except  those 
required  to  be  accounted   for   in  another  fund. 

Special  Revenue  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures 
for  specified  purposes.  Legislative  appropriations  are  re- 
quired to  be  spent  from  this  fund  type. 

Internal  Service  -  accounts  for  the  financing  of  management 
services  provided  by  ICO  to  the  Montana  State  Prison's 
Industries  operation  on  a  cost-reimbursement  basis.  This 
accounting  entity  was  transferred  to  Montana  State  Prison  in 
fiscal   year   1985-86. 

Trust  and  Agency  - 

—  Nonexpendable  Trust  Fund  -  accounts  for  assets  held  in 
trust  by  the  department  for  others.  In  fiscal  year 
1984-85,  the  department  administered  the  uncleared  care 
and  maintenance  fund  which  relates  to  the  patient  trust 
account  lawsuit.  A  legislative  appropriation  is  not 
required  to  spend  from  these  funds.  This  accounting 
entity  only  applied   to  fiscal   year  1984-85. 

—Agency  -  accounts  for  assets  held  as  an  agent  by  the 
department  for  others.  The  major  item  accounted  for  in 
this  fund  is  Medicaid  moneys  distributed  to  regional 
mental  health  centers.  A  legislative  appropriation  is  not 
required   to  spend  from  this  fund. 


2.        VACATION   AND   SICK    LEAVE 

Employees  at  the  department  accumulate  both  vacation  and 
sick  leave.  Employees  are  paid  for  100  percent  of  unused  vacation 
and  25  percent  of  unused  sick  leave  credits  upon  termination. 
Accumulated  unpaid  liabilities  for  vacation  and  sick  leave  are  not 
reflected  in  the  financial  schedules  of  the  department.  Expendi- 
tures   for    termination    pay    currently    are    absorbed    in    the    annual 
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operational  costs  of  the  department.  At  June  30,  1986,  the  de- 
partment had  a  liability  of  $285,603  for  vacation  leave  and  $163,93iJ 
for  sick   leave. 

3.  PENSION    PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contribution  to  this 
plan  was  $213,698  in  fiscal  year  1984-85  and  $212,375  in  fiscal  year 
1985-86. 

4.  GENERAL   FUND   BALANCE 

The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have 
a  separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  as  long  as  they  stay 
within  their  appropriation  limits.  Thus,  on  an  agency  basis,  the 
beginning  and  ending  fund  balance  will  always  be  zero  for  the 
General   Fund. 

5.  INTERNAL  SERVICE   FUND 

The  department's  Internal  Service  Fund  is  used  to  account  for 
the  salary,  benefits,  and  operating  expenses  of  the  prison  indus- 
tries coordinator.  In  fiscal  year  1983-84  the  department  was 
designated  the  administering  agency  for  the  prison  industries 
Internal  Service  Fund.  As  the  administering  agency,  all  cash  and 
fund  balances  are  automatically  transferred  to  the  department's 
accounting  records  at  fiscal  year-end.  Since  the  cash  of  the 
combined  fund  is  automatically  transferred  to  the  department's 
accounting  records  at  year-end,  the  department  does  not  record 
any  other  revenue  or  transfers  in  to  support  the  fund's  expendi- 
tures. Prior  to  being  designated  administering  agency,  the  de- 
partment received  a  transfer  of  funds  from  the  Montana  State 
Prison  to  pay  for  personal  services  and  operating  expenses  of  the 
fund.  This  activity  was  transferred  completely  to  the  Montana 
State   Prison    in   fiscal   year   1985-86. 
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6.      PATIENT   TRUST   ACCOUNT    LAWSUIT 

Under  state  regulations,  income  sent  to  patients  from  Social 
Security,  insurance  companies,  and  other  private  sources  may  be 
taken  from  patients'  accounts  to  reimburse  the  state  for  the  cost  of 
care.  in  1976,  Montana  Legal  Services  filed  a  class  action  suit 
against  the  Department  of  Institutions  challenging  the  legality  of 
removing  these  funds  without  a  guardian's  permission.  The  Depart- 
ment of  Institutions  has  required  the  Montana  State  Hospital  to 
hold  moneys  in  trust  pending  resolution  of  the  suit.  The  suit  was 
settled  after  June  30,   1986,   as  follows: 

1)  The  first  settlement  group  deals  with  former  Warm  Springs 
patients  transferred  to  other  state  facilities.  The  second 
represents  former  patients  now  residing  in  other  nursing 
homes  plus  a  small  number  now  in  independent  living. 
The  distribution  to  each  patient,  for  the  most  part,  was 
an  $800  settlement.  A  General  Fund  deposit  representa- 
tive of  the  state's  share  of  distribution  totaled 
$268,198.54,  Group  No. 1,  deposited  October  8,  1986. 
The  state's  share  covering  Group  No.  2  totaled 
$282,973.32  and   was  deposited   December  8,    1986. 

2)  The  Social  Security  Office  is  providing  assistance  in 
locating  the  third  settlement  group  whose  members  were 
discharged  as  early  as  1976.  Letters  of  proposed  settle- 
ment were  mailed  to  Group  No.  3  on  November  17,  1986. 
Estimate  of  resulting  state's  share  distribution  is 
$134,065.  Anticipated  General  Fund  deposit  v;ill  be 
February  or  March   1987. 

3)  Group  No.  4  deals  with  current  patients  at  Montana  State 
Hospital.  Action  has  not  as  yet  been  taken  with  regard 
to  settlement  of  these  57  accounts.  The  department  is 
assuming  all  accounts  will  be  settled  in  February  or 
March   1987. 

4)  Remainder  of  accounts  deal  with  decedent  funds  still  held 
in  trust.  The  department  is  currently  attempting  to 
resolve  manner  of  settlement  through  the  department's 
attorney.  As  of  a  quarterly  bank  report  dated  Septem- 
ber 30,  1986,  funds  held  on  deposit  for  this  group  total 
$139,387.23. 


7.      DIRECT   ENTRIES  TO    FUND    BALANCE 

The   majority   of  the   direct   entries   to   fund   balance   are   in   the 
Nonexpendable    Trust     Fund.       The    entries     relate    to    closing     the 
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Uncleared  Care  and  Maintenance  Fund  and  showing  an  amount  due 
to  the  various  institutions.  The  closing  of  this  fund  resulted  from 
a  prior  audit  recommendation  which  was  implemented  in  fiscal  year 
1985-86. 

8.      AGENCY    FUND  ACTIVITY 

The  majority  of  the  activity  in  the  Agency  Fund  relates  to 
Medicaid  mental  health  center  funds.  The  funds  come  from  the 
Department  of  Social  and  Rehabilitation  Services  (SRS)  to  the 
department  and  are  then  passed  through  to  the  various  regional 
mental  health  centers.  The  department  acts  as  custodian  of  the 
funds  until  the  funds  are  sent  to  the  centers.  This  activity  was 
transferred  to  SRS   in  July   1986. 
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AGENCY    RESPONSE 


DEPARTMENT  OF  INSTITUTIONS 


TEDSCHWINDEN  GOVERNOR  1539  1ITH  AVENUE 


STATE  OF  MONTANA' 


HELENA,  MONTAN".  f596.'0 


February  25,    1987 


Legislative  Audit  Committee 

of  the  Plontana  State  Legislature 
Office  of  the  Legislative  Auditor 
Capitol  Station 
Helena,   TIT     59620 

Gentlemen: 

We     have     reviewed     the     audit     report     prepared     by     the     Office     of     the 
Legislative  Auditor  for  the  Central  Office  of  Institutions. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  response  to  the  recommendations  is  attached. 

Sincerely, 

<3^  <it:yLji^__. 


F 


CARROLL  V.    SOUTH,    Director 
Department  of  Institutions 


CVS:bt 
Attachment 
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4M  iOllAl   nPPOR'liNIJy  fMPIOVER 


RECOMMENDATION   #1 

V.'E   PvECOMMEND   THE   DEPARTMENT   ENSURE: 

A.  PROPER  PAYMENT  OF  ITS  ALLOCATED  WORKER'S  COMPENSATION 
PREMIUMS. 

B.  ALL  EXPENDITURES  AND  LIABILITIES  ARE  RECORDED  IN  THE  YEAR  THE 
COST   IS   INCURRED. 

RESPONSE 

A.  CONCUR. 

B.  CONCUR.  In  the  future,  the  department  and  the  institutions  will  record 
the  DWC  insurance  costs  in  the  year  in  which  they  occurred  up  to  the 
nayimum  of  their  appropriation.  If  the  liability  is  greater  than  the 
appropriation  balance,  other  methods  of  financinfj  the  unpaid  obligation  will 
be  sought. 

RECOMMENDATION   n 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  STUDY  THE  COST  OF  ESTABLISHING  A  SYSTEM  THAT  CALCULATES 
ANCILLARY  SERVICE  FEES  BASED  ON  TJ'E  BUDGETED  COST  OF 
SERVICES. 

B.  EVALUATE  THE  NEED  TO  SEEK  LEGISLATION  TO  AMEND  SECTIONS 
53-1-401(1)   AND   53-1-405,    MCA. 

RESPONSE: 

A.  CONCUR.  The  department  will  continue  to  pursue  a  cost  effective  method 
of  establishing  ancillary  service  fees  based  on  budgeted  cost.  The 
department  will  review  various  methods  of  establishing  fee  structures  used 
by  outside  hospitals  to  determine  their  appropriateness  for  our  operation. 

B.  DO  NOT  CONCUR.      53-1-401(1)   and  53-1-405,   MCA,    are  not  the  problem, 
and   should   not   be   changed.      The   problem  is   developing  a  cost   accounting 
system  that  is  detailed  enough  to  determine  a  budgeted  unit  cost,   and  still 
be  compatible  with  the  statewide  budgeting  and  accounting  system. 

RECOMMENDATION   #3 

WE  RECOMMEND  THE  DEPARTMENT  PERIODICALLY  REVIEW  DRUG  RATES  TO 
ENSURE   THE   RATES   BILLED   ARE   CURRENT. 

RESPONSE: 

CONCUR.  During  fiscal  year  1986,  the  department  implemented  a  procedure 
through  which  the  pharmacists  reviewed  the  drug  numbers  and  costs  of  the 
drugs  in  their  portfolio  on  a  monthly  basis.  This  procedure  will  be  formalized 
in  department  policy  and  efforts  will  be  increased  to  ensure  pharmacists  are 
providing  accurate  and  up-to-date  information. 
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V/E  RECOHMEND  IVF.  DEPARTMENT  ENSURE  BILLINH  INFOR?7ATICN  IS 
ACCURATE   AND   COMPLETE. 

RESPONSE: 

CONCUR.  Most  of  the  problems  found  occurred  early  in  FYSG  during  the 
transition  from  the  mainframe  to  the  System  38.  During  Fiscal  Year  IPHO  the 
department  implemented  a  number  of  edit  controls  to  insure  the  accuracy  of  the 
keyed  input  of  the  daily  service  slips.  These  edits  identify  duplicate  entries 
and  match  services  to  proper  patient  status.  In  addition,  input  is  randomly 
verified  by  supervisory  personnel  and  a  procedure  has  been  established  to 
insure  operator  accountability.  The  department  will  explore  the  feasibilitv  of 
developing  and  implementing  a  computer  generated  batch  control  method  of 
auditing  daily  entry  of  all  services. 

RECOMMENDATION   #5 

V/E  RECOMMEND  THE  DEPARTMENT  FINALIZE  THE  MANAGEMENT  INFORMATION 
SYSTEM  USER'S   MANUAL. 

RESPONSE 

CONCUR.      The  management  information  system  user's  manual  will  be  finalized. 

RECOMMENDATION   #6 

WE  RECOMMEND  THE  DEPARTMENT  ATTACH  SUPPORT  DOCUMENTATION  TO 
ALL   SEAS   DOCUMENTS. 

RESPONSE: 

CONCUR.  In  the  future,  no  SEAS  document  will  be  processed  until  all 
supporting  documentation  has  been  verified  and  attached. 

RECOMMENDATION   #7 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  ANALYSTS'  PROCEDURES  AND 
DUTIES   ARE   CLEARLY   IDENTIFIED   TO   PREVENT   LOSS   OF   INFORMATION. 

RESPONSE 

CONCUR.  Analysts'  procedures  and  duties  will  be  identified  to  prevent  loss  of 
information . 

RECOMMENDATION   #8 

WE   RECOMMEND   THE   DEPARTMENT: 

A.       RECORD       REIMBURSEMENT       REVENUE       IN       THE       PROPER       YEAR       IN 
ACCORDANCE   WITH   STATE   POLICY. 

13.       RECORD   THE  FEDERAL   BOARDER   REVENUE   AS   FEDERAL   REVENUE. 
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RESPONSE 

A.  CONCUR.      In    the    future   attempts    will   be    made    to    record    reimbursement 
revenue  in  the  proper  year. 

B.  CONCUR.     The  department  will  classify  Federal  Boarder  revenue  as  federal 
revenue, 

RECOMMENDATION   #9 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE  LAW  REGARDING 
MEDICAL   RESEARCH   INVESTIGATIONS   FOR   THE   MENTALLY   ILL. 

RESPONSE: 

PARTIALLY  CONCUR.  53-21-202(3),  MCA,  states  "The  department  shall  make 
scientific  and  medical  research  investigations  relative  to  the  incidents,  cause, 
prevention,  treatment,  and  care  of  the  mentally  ill."  The  department 
recognizes  its  statutorj^  obligation  in  this  regard  and  would  like  to  offer  more  of 
a  contribution  to  ongoing  research  conducted  by  federal,  state  and  private 
sector  scientific  research  communities. 

The  department  does  maintain  statistical  records,  both  computerized  and  manual, 
of  reported  cases  of  mental  disease  referred  to  publically  funded  mental  health 
programs  in  Montana.  These  statistics  contain  information  relative  to  the 
patient's  residence,  age,  sex,  diagnosis,  cost  of  treatment,  and  the  community 
based  agency  or  institution  that  cared  for  the  patient.  Additional  information 
on  aftercare  placement  and  followup  is  usually  available  as  well  as  detailed  social 
histories  of  the  patient  relative  to  social  and  family  background  and  other 
contributing  factors  to  the  mental  disease.  However,  the  department  has  never 
had  specific  funding  to  fully  comply  with  this  law  relative  to  researching  the 
statistical  information  that  is  available  which  would  allow  for  a  scientific  based 
extrapolation  from  reported  incidences  of  any  significant  contributory  factors 
that  would  eventually  assist  the  department  in  both  the  prevention  and 
treatment  of  mental  disease.  In  addition,  the  department  has  never  had  or 
requested  specific  funding  to  engage  in  scientific  medical  research  relative  to 
same.  Given  current  and  projected  budget  constraints,  the  department  will 
continue  to  maintain  its  statistical  information  but  will,  in  all  probability,  not 
request  additional  funding  to  fully  comply  with  the  research  mandates  of  this 
particular  section  of  the  Mental  Health  Act. 
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